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Should Prices Go Down Now ? 


Mr. McBurRNrEyY: 
down now? 


Should prices go 


Mr. BROZEN: The general average of 
prices should stay where it is now, but 
some individual prices should be re- 
duced. 


Mr. DONNELLY: The real question is 
whether prices can come down. 


Mr. Ross: Declines in the prices of 
some commodities are called for. How- 
ever, I am convinced that any substan- 
tial drop in the price level as a whole 
would prove undesirable. 

cd * * 


Mr. McBurNEyY: Gentlemen, I should 
like to ask first whether prices have 
come down appreciably? What are 
prices doing now, Brozen? 


Mr. BrRoZzEN: In the last year the cost 
of living index has dropped between 
3 and 4 per cent, but the spot com- 
modity index dropped about 15 per 
cent, and industrial raw material in- 
dex about 18 per cent. 


Mr. McBurney: Now, interpret those 
indexes for us just a bit. 


Cost of Living Index 


Mr. BRozEN: The cost of living index 
_ ineludes the items consumed by middle 
income families in urban areas. Such 
items as food and clothing enter into 
that index. They have come down be- 
tween 3 and 4 per cent. The spot com- 
modity index includes the commodities 
quoted on most of the great exchanges, 
such as wheat, cotton, rye, corn and 
similar items. 


Mr. McBurney: And that has come 
down? 
Mr. Brozen: Fifteen per cent. 

The industrial raw material index 
which includes the raw materials used 
by industries such as burlap, rubber, 
copper—items of that sort—has come 
down about 18 per cent. 


Mr. Ross: The general price level has 


fallen only about 3 per cent and is still 
perhaps 75 per cent above prewar. 
Despite their drop, the prices of farm 
commodities remain high relative to 
their prewar position. 


Mr. McBuRNEY: Do you see any par- 
ticular pattern or trend in this price 
decline? For example, have these de- 
clines been gradual or have they been 
precipitous? 


Mr. Ross: In some cases they have 
been rather precipitous. 


Price Decline 


Mr. BROZEN: The general pattern, as I 
see it, is that the raw materials prices 
have declined more than finished goods 
prices. We might say that the decline 
in cost prices has not percolated 
through the finished goods price struc- 
ture as yet. 


Mr. DONNELLY: It is interesting to 
note that in the period since January 
of 1941, farm prices have increased at 
the rate of over 152 per cent, whereas 
prices of manufactured products— 
metal products particularly—have in- 
creased at a rate less than 75 per cent 
during a corresponding period. Many 
miscellaneous manufactured products 
have increased at a rate materially 
lower than 75 per cent. 


Mr. McBurney: Now that gives us our 
general price picture today. Our ques- 
tion, as you know is, “Should prices go 
down now?” 

Before we analyze that question I 
should like to ask how you know prices 
should go down under any circum- 
stances. In other words, how do you 
know what is a good price level? What 
factors determine whether the price 
level is too high or too low? 


Mr. Ross: I think a good price level is 
one in which incomes are fairly dis- 
tributed and in which the price level is 
in line with the money supply and the 
amount of outstanding debt. 
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Mr. BrozEN: A good price level is one 
at which all the goods that can be pro- 
duced at full employment can be sold. 


Mr, DONNELLY: Quite aside from those 
abstract considerations, it is the objec- 
tive of all manufacturing industries 
generally, as I see it, to produce and to 
sell the largest possible volume of 
goods at the lowest possible price and 
in the shortest possible time. The low- 
est price at which a product can be 
sold stimulates the largest consump- 
tion, and therefore supplies the great- 
est number of jobs in the long run. 


Mr. BRozEN: In general, I might say 
that a good price level is the price 
level at which we are now, or at which 
we are at any time, the idea being that 
we should keep prices stable. 
should not change price levels. 


Mr. Ross: I think that is not an in- 
variable rule. There are some times 
such as in the 1920’s when the price 
level was obviously too high in relation 
to incomes at that time. 


Mr. McBurnty: Why do you say, 
Brozen, that a stable price level is de- 
sirable in and of itself? Just any old 
price level is good just as long as we 
have it? 


Changing Price Level 


Mr. BrozeN: Well, a changing price 
level has two sorts of impacts, both of 
which are unpleasant. One of them is 
an impact on expectations. If a price 
level starts dropping, people expect 
business to be bad, they begin holding 
back on their spending and as a result 
business becomes bad. 


The other impact is the differential 
impact of price declines or increases 
upon the distribution of income. When 
prices start declining, some groups are 
hit hard and other groups benefit. For 
example, farmers are hit hard by a 
price decline while those who are on 
pensions benefit. 


Mr. DONNELLY: I think it is well to 
point out that to a very large degree 
the principal factors entering into the 
cost of a manufactured product are 
beyond the control of the manufac- 


We. 


turer. For instance, labor. The cumu- 
lative labor content of the average 
manufactured product represents be- 
tween 85 and 90 per cent of the cost. 
And taxes represent a very important 
factor. 

Now those items are very largely be- 
yond control of industry. Therefore 
the ability of industries to change 
prices is very limited. 


National Income 


Mr. McBurney: Now, mindful of 
Brozen’s point in which you gentlemen 
seem to concur generally, that a stable 
price level is a desirable thing, let’s 
look into some of these factors affect- 
ing the price level that Donnelly has 
just discussed. Take first, our national 
income, Ross. Is the national income 
sufficient to support the kind of price 
level we have now? 


Mr. Ross: I think it is well in line with 
the present price level. 


Mr. McBurney: Recognizing that this 
price level is substantially above what 
we were accustomed to before the war? 


Mr. Ross: Right. 


Mr. BrozEN: National income is sub- 
stantially above what we were accus- 
tomed to before the war. Before the — 
war we had a national income con- 
siderably below 100 billion dollars a 
year. Now it is 200 billion dollars a 
year. 


Mr. McBurney: Who is getting that 
national income? Take wages first. 


Wages and National Income 


Mr. Ross: Wage rates are nearly 2% 
times what they were before the war 
and have not come down at all. In 
fact, at the last report they were con- 
tinuing to rise. The actual payments 
in manufacturing industries are a 
little less than they were because of 
lower employment. But other wages 
are at a peak. 

Wages also constitute a larger part 
of the total income than in prewar 
years. 


Mr. DONNELLY: I think it is quite true 
that our national income has increased 
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materially as compared with the pre- 
war income. At the same time a much 
larger proportion of the income of the 
average individual is being diverted to 
taxes than was true in a prewar per- 
iod. Therefore, the money he has left 
is not as great relatively as it has 
been in the past. 


Mr. McBuRNEY: Ross makes the point 
that wages are at a much higher level. 
Does that disturb you at all, Brozen? 


Mr. BrozEen: In so far as we have had 
increases in productivity which 
match the increase in wage rates, that 
doesn’t disturb me in the least. Only 
in so far as wage rates rise much too 
rapidly relative to prices, more than 
can be accounted for by the rise in pro- 
ductivity, would I be disturbed. 


Mr. McBurney: Now, explain that 
just a bit. You are not disturbed about 
increased wages, you say, as long as 
productivity increases? What is your 
point? 


Mr. BroZEN: In so far as cost prices in 
general get too high relative to selling 
prices we have a situation where the 
flow of investment funds would be 
dammed up and we would find national 
income dropping because a large seg- 
ment of the source of that national in- 
come would disappear. 


Corporate Profits 


Mr. McBurney: Another facet of this 
national income in which you, I should 
think, would be interested, Donnelly, 
is the pattern of corporate profits. 
Have corporate profits gone up as 
wages have gone up? 


Mr. DONNELLY: I think there is almost 
universal misunderstanding regarding 
corporate profits. It is a common error 
to calculate profits on the basis of a 
dollar-and-cents income of the cor- 
poration. We should keep in mind that 
the cost of doing business has gone up 
just as the cost of living for the in- 
dividual has gone up. It is interesting 
to note that in the eight-year period 
ending with 1948 that the profit on 
manufacturers’ sales, after taxes, was 
less than 6 per cent on those sales; and 


I think that a profit should in all in- 
stances—especially in view of the in- 
flationary spiral we have been con- 
tending with in recent years—be 
related to sales. 


Mr. Ross: Corporate profits have come 
down from 20 to 25 per cent from last 
year and now constitute a smaller part 
of income than in either 1929 or 1941, 
our previous boom years. 


Mr. DONNELLY: In the last prewar 
period, that is, from 1936 to 1939, 60 
per cent of all the manufacturing cor- 
porations operated at a loss. 


Mr. McBurney: Now let’s take a look 
at another income earning group. How 
about the farmers? 


National Income and Farmers 


Mr. BROZEN: Farmers are receiving a 
larger share of income than prewar, 
although their share has been declin- 
ing in the last year. 


Mr. McBurney: A week ago on this 
Reviewing Stand broadcast, I remem- 
ber our speakers favored some kind of 
government support for farm prices 
which would give the farmers a larger 
cut of the national income. 


Mr. DONNELLY: I would like to say 
something upon that subject. It is in- 
teresting to note that during the year 
1948 our federal government spent 
over 2% billion dollars in farm sub- 
sidies and to date in 1949, that is, up 
to October the 8th, 1949, the federal 
government had allocated 4% billion 
dollars for that same purpose. 


Mr. Brozen: Of course, it is in pre- 
cisely this area that we need some 
price declines. We have such com- 
modities as eggs, cotton, and potatoes 
whose prices are now so high that 
consumers are not buying all those 
commodities being produced. The 
government is having to buy a large 
share of them and put them in storage 
to keep the price up. 


Mr. DONNELLY: I think it is also well 
to note that when the government 
keeps up the prices of farm products 
artificially by the subsidy method 
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that it results in these things: In the 
first place, you impose a very serious 
tax burden on the people; in the sec- 
ond place—by increasing those prices, 
by keeping them up artificially—you 
make it impossible for those persons 
who buy those commodities to use as 
much money as they could use, par- 
ticularly the products of manufactur- 
ing industries. 


Mr. BrozEN: Because of the high level 
of farm prices in those particular com- 
modities at this point, as we have said, 
the consumers are not buying as much 
as is available. If those prices were 
reduced, it would have two beneficial 
results: First, the lower price would 
mean that consumers would buy more 
of those commodities so we wouldn’t 


have to waste so much by plowing: 


them under, so to speak; second, we 
would not be adding more capital and 
more land to produce more cotton 
simply to put it into storage. 


Mr. Ross: When we consider farm in- 
come, I think we should also consider 
the fact that the number of farmers 
has dropped whereas the population 
has risen. 


What About Savings? 


Mr. McBurney: In relation to our na- 
tional income we have discussed wages, 
corporate profits and farm income. 
What is happening to savings, Ross? 


Mr. Ross: Savings are lower than they 
were 6 months ago, but consumers are 
still saving a fairly good proportion 
of their income. 


Mr. McBurney: Have our wartime 
savings been used up pretty largely? 


Mr. BROZEN: The consumers during 
the war years accumulated large back- 
logs of idle money they received but 
could not spend because of rationing 
or because they didn’t want to spend 
their money until more products be- 
came available. A large part of that 
has been dissipated, but we still have 
a large amount of idle bank deposits 
and idle eash being held which could 
still maintain a fairly high price level. 


Mr. DONNELLY: It is well to note, I 


think, in connection with the subject 
of individual savings that during the 
period from 1920 through 1930, which 
was a period of large industrial ex- 
pansion, prior to the abnormal period 
during the war, that the capital issues 
during that period averaged over 6 
billion dollars a year; whereas com- 
mencing with the period 1933 through 
1945 those capital issues were less 
than one-half billion dollars per year 
—showing, of course, that a very 
large proportion of the income which 
formerly went to savings and which 
was invested in corporate issues has 
now been diverted to the government 
in the form of taxes. 


Mr. BrozEN: Savings are important 
only in so far as people make decisions 
as to what to do with those savings— 
that is, important in relation to the 
price level. If the people decide to 
hoard their savings this may cause 
pressure downward on the price level. 
If, however, they invest savings in the 
manner in which you suggested here, 
buying the new issue of corporations, 
and those corporations in turn use 
their funds to add to plant capacity or 
inventory, then those go back into cir- 
culation and serve to maintain the 
price level. 


Mr. McBurney: Donnelly’s point 
about investment in industry raises 
the second factor affecting prices that 
I would like to discuss. 

We have been talking up to this 
point about national income. Now, 
how about production? You seem to 
deplore the fact that less money is 
being invested on the part of individ- 
uals in industry. Am I correct in that? 


Mr. DONNELLY: That is correct. 


‘Overproduction A Danger?’ 


Mr. McBurney: Don’t you think we 
are in danger of some overexpansion 
in industry or overproduction? I am 
mindful of what happened at the end 
of the last war when we had this boom 
industrial expansion and then every- 
thing folded up on us and we went into 
a tailspin. 


Mr. DONNELLY: I don’t think we 
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should worry about what you might 
term normal expansion or overexpan- 
sion or overproduction. Generally, if 
you let the law of supply and demand 
operate without a lot of unnecessary 
government interference, the question 
of overexpansion and overproduction 
is automatically taken care of. I think 
that if prices become too high, pro- 
duction will go down. On the other 
hand, if prices are reduced properly, 
production is increased. I think those 
things regulate themselves. 


Mr. BRozEN: Yes, I am not worried 
about overproduction because to me 
that simply means there will be more 
goods for all of us to consume. I have 
never yet seen the situation where we 
have more than enough of all goods 
serving all the purposes for which we 
would like to use them. What seemed 
to be overproduction after the first 
World War was largely a price income 
phenomenon. That is, prices were high 
relative to income, and as a conse- 
quence people were not able to buy all 
the goods that could be produced at 
full employment. Now, by reducing 
prices or by increasing income, what 
seemed to be overproduction was made 
to vanish. 


Mr. McBurney: And you think we are 
not going to experience that at this 
time? 

Mr. BRozEN: We may experience what 
seems to be overproduction in par- 
ticular lines. That is, particular in- 
dustries may find it difficult to sell 
their products utilizing full capacity 
at a price that pays costs—but that 
simply means that somewhere else we 
are underproducing. 


Mr. McBurney: What is production 
doing now, Ross? 


Mr. Ross: Production has recovered 
from the low point reached in July. 


Output Per Worker 


Mr. McBurney: Do you think the out- 
put per worker is increasing? 


Mr. Ross: Unquestionably the output 
per worker has gone up. I estimate it 
is now about 35 per cent higher than it 


was before the war. However, the gain 
since the end of the war has, in my 
estimation, been somewhat disappoint- 
ing. The gain, I think has been only 
about 8 per cent since 1941. 


Mr. McBurney: Let us relate what 
you just said about the output per 
worker increasing to your earlier posi- 
tion about wages going up. If the out- 
put per worker is increasing, shouldn’t 
we expect wages to go up and approve 
at? 

Mr. BROZEN: Wages have gone up 
since prewar years by more than 100 
per cent while prices have gone up 
only 70 per cent—which means the 
workers are getting a larger real in- 
come than in prewar years. Now that 
is the consequence of this increased 
productivity. 


Labor’s Share 


Mr. Ross: And also labor is getting a 
larger share of the total income than 
it did before the war. I don’t think 
that the worker is entitled to the en- 
tire increase in productivity because 
capital additions account for a good 
share of that. And then the very fact 
that production itself is high means 
that productivity is high. 


Mr. DONNELLY: In connection with 
this relationship between wage in- 
creases and price increases, I think 
you would be interested to have this 
experience of a very representative 
Illinois corporation. 

In the period since January 1, 1941 
through 1948, wages paid in that in- 
industry have increased at the rate 
of 92.6 per cent; whereas the prices 
of the product that company makes 
and sells have increased at the rate 
of 60 per cent. I think that is fairly 
representative of the relationship be- 
tween wage increases and price in- 
creases during the past several years. 


Mr. McBurney: Let us look then at a 
third factor affecting prices—demand. 
We have talked about our national in- 
come. We have talked about produc- 
tion. What is demand doing? Is there 
a pretty steady demand for the things 
that the Illinois manufacturers and 
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others are producing, for the things 
that the farmers are producing, Ross? 


Mr. Ross: Demand is very good. Con- 
sumer demand is high; construction 
activity has spurted; demand for other 
capital goods is still holding up, al- 
though it may appear to be on the 
verge of a decline; governmental 
spending is about stationary but will 
expand when the insurance refund is 
made. 


Mr. BRozEN: I would expect demand to 
grow even stronger in the coming year 
inasmuch as the government seems to 
be running a 5 billion dollar deficit and 
it is following an easy money policy in 
financing that deficit. That is, it is 
creating that amount of money and 
that is adding to the amount con- 
sumers have available for expenditure. 


Governmental Policy 


Mr. McBurRNEY: Throughout this dis- 
cussion, you gentlemen have been re- 
ferring to governmental policies. I 
take it, those policies are a factor of 
considerable importance so far as 
price is concerned. Am I right in that, 
Ross? 


Mr. Ross: There is no question that 
that is the fact. Farm supports have 
been important, stock piling is impor- 
tant, foreign aid is important, aid to 
housing is important. 


Mr. Brozen: And in general the phil- 
osophy of government now seems to be 
to do whatever is necessary financially 
to prevent any unemployment. In so 
far as labor unions have shot wages 
to high levels which might cause un- 
employment, the government imme- 
diately steps into the picture by pump- 
ing more money into the system to 
maintain demand at a level so that no 
unemployment results. The conse- 
quence may be a race between the 
monetary authorities pumping out 
more money to prevent unemployment 
and the unions shoving up wage rates. 


Mr. DONNELLY: I would like to com- 
ment on that subject with particular 
reference to two phases of government 
policies. One has to do with taxes, and 


the other has to do with this current 
situation relating to pensions. 


Over 25 per cent of the cost of pro- 
ducing goods and services is repre- 
sented by taxes, either direct or in- 
direct. Let me relate that to several 
specific items. For instance, in the 
price of a loaf of bread five cents is 
taxes. Here is a refrigerator which 
costs $225; $75 of that is represented 
by taxes. Here is a man that pays a 
rent bill of $60 a month; $20 of that is 
taxes. Here is a lady that goes down 
to buy a pair of baby shoes that costs, 
say $3; $1 of that is taxes. 


Taxes 


Mr. BrRozEN: But, Donnelly, you imply 
there that high taxes mean high prices. 
I would think almost the opposite of 
that. In so far as we maintain govern- 
ment expenditures at a high level, if 
we have low taxes, that means that 
government will be financed by deficit 
spending and that will cause inflation 
and higher prices. Only in so far as 
we maintain taxes at a level which will 
cover the expenditures of government 
can we avoid inflation. 


Mr. DONNELLY: Well, whenever you 
take a considerable portion of an in- 
dividual’s income away from him in 
the form of taxes, then he has that 
much less to spend for the things he 
needs, and thereby he cuts down the 
demand for that article, and he in- 
creases the cost of production, and 
that is reflected in increased prices, 
is it not? 


Mr. McBuRNEY: You had a second 
point you wanted to make, Donnelly? 


Mr. DONNELLY: This other question 
relates to the current issue that pre- 
sents itself in the several strikes that 
we are so familiar with in relation 
to pensions. This issue, in coal and 
steel at the present time is essentially 
a struggle between giant labor union 
monopolies. We all know that for a 
good many years John L. Lewis has 
been turning on and off the nation’s 
coal production and has wrung from 
the public a series of special benefits 
and pensions which have added mate- 
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rially to the cost of coal. It is well 
to note, I think, that during this per- 
iod, not exclusively as a result of these 
demands for pensions and other special 
benefits, but on account of the pattern 
which has been set in the coal indus- 
try, that the consumption of coal has 
remained the same over the last 20 
years. There is just about the same 
amount of coal consumed now as 20 
years ago; whereas the consumption of 
petroleum and natural gas and electric 
power has tripled during that same 
period. Employment is down one- 
fourth in the coal industry; whereas 
factory employment generally during 
this same period has gone up one-half. 
The price of coal during this period 
has doubled; whereas the price of 
these articles that have moved in and 
taken over the market—like gas and 
electricity—during that period are 
down considerably. 


‘Pensions Bring Higher Prices’ 


Mr. McBurnrty: You make the point 
that if our economy generally is going 
to guarantee, through its government, 
pensions for workers that we can an- 
ticipate higher prices? 


Mr. DONNELLY: Yes, and let me give 
you a practical illustration. If this 
pattern that has been demanded by 
the unions, and which has been ap- 
parently approved by the so-called 
Steel Fact Finding Board and which 
contemplates the employer paying 
the entire cost of the pension program 
—if that is extended to all corpora- 
tions other than banks and insurance 
companies it would make the liability 
of such corporations more than their 
entire working capital of 65 billion 
dollars. 


Mr. BrozEN: In so far as we do in- 
crease cost prices, and that does tend 
to reduce the rate of production, I 
think we will find the government 
stepping in to pump more money into 
circulation to prevent the unemploy- 
ment that might result, and we will 
therefore see the higher prices that 
Donnelly suggests. 


Mr. McBurney: This analysis, then, I 


think is clear. We have talked about 
our national income, about production, 
about the demand picture, and this 
last point that Donnelly has made, 
about the effect of government policy. 
With this analysis before us, let us 
go back to our original question: 
“Should prices go down now?” 


Summary 


Mr. BRozZEN: My general feeling is 
that I would maintain stability in the 
general price level but reduce only a 
few of the prices that we suggested, 
such as those of the farm commodities 
that are now in surplus. 


Mr. Ross: As I see it, lowered prices 
can come about in only one or more 
of three ways: first by lowering taxes, 
and we have discussed that, and I 
think we find that taxes can’t come 
down. Second by increasing produc- 
tivity. 

Mr. McBurRNEY: Pardon me, Donnelly 
apparently would like to see taxes 
come down, but you don’t think they 
can? 

Mr. Ross: Not as long as we run a 
government deficit of 5 billion or more. 


Mr. McBuRNEY: What is your second 
point? 
Mr, Ross: The second point is by in- 
creasing output per worker. That is 
highly desirable and should be in- 
creased as rapidly as possible. But 
it is a long term, slow development, 
and I wouldn’t expect it to have much 
effect 6n prices in the near future. 
The third way is by lowering in- 
comes. I think we would all be worse 
off if incomes were reduced pro rata, 
and since the various types of income 
are already in fair balance I couldn’t 
single out any kind of income to stand 
the reduction. 


Mr. McBuRNEY: Which leads you to 
the conclusion our prices shone stay 
where they are now. 


Mr. DoNNELLY: I think it is significant 
that the American Federation of 
Labor in its Monthly Bulletin for June 
made this statement: I quote: “Wage 
increases should now be based on past 
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or future increases in productivity to 
prevent undue rises in costs . . . com- 
pany earning power should be con- 
sidered....” 


Mr. McBurNEyY: Which is pretty much 
in line with the position we have taken 
today. 


Mr. DONNELLY: Which is all to the 
effect that the more men produce, the 
more they get paid and the more men 
get jobs. Production is the key to this 
whole question of price reduction. 


Mr, McBurney: You have said occa- 
sionally in this broadcast that prices 
ought to go down on certain commod- 
ities, Brozen. What commodities do 
you have in mind? 


Mr. Brozen: I have mentioned some | 


of them already: eggs, cotton, potatoes 
and the various other farm commod- 
ities which are now being overpro- 
duced relative to what is being sold at 
the current prices. I do not believe it 
would be necessary for other prices to 
come down. 


Mr. McBurney: Gentlemen, in con- 
clusion, you apparently do not think 
we should have any general price de- 
crease of any consequence, nor do you 
expect such, as I follow you. 


Our national income remains high, 
production is recovering, demand re- 
mains excellent. 

We may expect some price decreases 
in the short run, but in the long run 
prices will stay at the higher levels at- 
tained in the postwar period. 
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